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A Word Before You Begin

Most small and medium manufacturing units in India are not unprofitable because they make the
wrong products or serve the wrong markets. They are unprofitable — or less profitable than they
should be — because they |eak.

Profitability leaks are the quiet, continuous, and largely invisible losses that accumulate across the
production floor, the procurement desk, the energy meter, the inventory racks, and the pricing conversation.
Individually, each one appears manageable. Collectively, they can erode five to fifteen percentage points of
gross margin from a business that, on paper, should be viable.

Research consistently shows that manufacturers typically lose between fifteen and thirty percent of their
productive capacity to untracked inefficiencies — losses that are not captured in the P& L ; because they are
never measured, never named, and never managed. They simply disappear into the gap between what the
business could earn and what it actually does.

This document is a focused diagnostic reference. It identifies twelve of the most common and most costly
sources of profitability erosion in small and medium manufacturing units in India. For each leak, it provides
the observable indicators that signal its presence, the root causes that typically drive it, and the corrective
direction that experience shows is most effective. It is designed to be used as a diagnostic starting point — to
be read with your own factory in mind, and to be honest about what you find.
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SECTION | m WHY PROFITABILITY LEAKS ARE INVISIBLE

The mechanism that keeps them hidden — until they are not

The Aggregation Problem

The fundamental reason profitability leaks persist in small manufacturing unitsisthat they are aggregated out
of visibility. The monthly P&L; shows cost of goods sold as a single line. Material cost variances, energy
overruns, rework labour, idle machine time, and inventory carrying costs are al folded into that single
number. When the number is unfavourable, the response is typically a general cost-cutting instruction —
which rarely addresses the specific sources of the problem, and sometimes makes them worse.

A leak-focused diagnostic disaggregates that number. It asks, for each of the twelve sourcesidentified in this
document: is this leak present in our operation? To what degree? What is it costing us, in rupees per month?
And what specific action, taken with what priority, will reduce it most?

The Compounding Effect

Profitability leaks interact. A machine breakdown (Leak 3) causes idle labour (Leak 5). Idle labour causes
production pressure to meet targets. Production pressure increases the rejection rate (Leak 1). Rejections
require rework (Leak 2). Rework consumes time that was not planned. The unplanned time disrupts the
production schedule. The disrupted schedule causes emergency procurement (Leak 7). Emergency
procurement increases materia cost. Higher material cost compresses margin.

One unresolved leak creates the conditions for several others. This is why factories that address leaks
individualy, one a a time, typicaly find that the improvement is smaller than expected. A systemic
diagnostic that identifies all active leaks and prioritises them for simultaneous or sequenced resolution
deliversfar greater returns than piecemeal improvement.

“Themargin you are not earning is not being lost to the market. It is being lost inside your
own four walls. That isthe best possible news, because everything inside your four wallsis
within your control.”

SECTION Il m THE TWELVE PROFITABILITY LEAKS

Indicators - Root Causes - Corrective Directions

Each leak below is presented with three structured elements: the observable indicators that signal its presence
in your operation, the root causes that typically drive it, and the corrective direction that experience showsis
most effective. Use this section as a diagnostic checklist — read each leak and ask honestly whether the
indicators are present in your factory today.
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m INDICATORS

Scrap bins consistently full. Rejection rate above 2-3% of production volume. Material consumption per unit
consistently above standard. First-pass yield below 95%. Rejection data not tracked by machine, shift, or
operator.

m ROOT CAUSES

Inadequate incoming material inspection alowing substandard inputs into production. Machine parameters
drifting without detection due to absence of process control. Operators working without clear tolerance and
inspection standards. No formal corrective action process when rejections occur, allowing the same defect to
recur shift after shift.

m CORRECTIVE DIRECTION

Establish incoming quality inspection with defined acceptance criteria for all critical materials. Implement
process control charts for high-rejection operations. Track rejection by cause, machine, and shift. Build a
corrective action discipline that requires root cause identification before any defect is classified as closed.

m INDICATORS

Rework stations operating continuously. Labour hours in rework not separately tracked or reported. Rework
cost absorbed into general production overhead. Same defect types recurring in rework across multiple
production periods. Delivery schedules disrupted by rework-related delays.

m ROOT CAUSES

Rework treated as a normal, expected cost of production rather than a signal of process failure. No analysis of
rework by defect type or origin stage. Rework labour cheaper than scrap, creating a perverse incentive to
rework rather than prevent. Design or specification tolerances tighter than the process is capable of achieving
consistently.

m CORRECTIVE DIRECTION

Track rework hours and cost separately from production. Analyse rework by defect type to identify the two or
three highest-frequency causes. Treat each recurrent rework type as a process engineering problem requiring
a permanent fix, not a production management problem requiring faster rework.

m INDICATORS

Machines stopping unexpectedly during production shifts. Maintenance responding to breskdowns rather than
preventing them. Machine availability below 85%. Spare parts unavailable when needed, extending breakdown
duration. Maintenance costs increasing year on year without corresponding improvement in machine
performance.

m ROOT CAUSES
Absence of a preventive maintenance schedule based on manufacturer recommendations and operating history.
No maintenance records, making it impossible to identify machines with deteriorating performance trends.
Critical spare parts not stocked because procurement happens reactively. Maintenance treated as a cost to
minimise rather than an investment in production capacity.

m CORRECTIVE DIRECTION

Implement a planned preventive maintenance schedule for every production machine. Maintain a maintenance
log that records every intervention, its cost, and its outcome. Stock critical spare parts for machines whose

breakdown stops production. Calculate the true cost of unplanned downtime — lost production hours
multiplied by contribution per hour —and compare it to the cost of prevention.
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m INDICATORS

Energy cost per unit of output increasing. Machines and lighting running during non-production periods.
Power factor penalty charges on electricity bills. Compressed air system audits never conducted. DG set
running for longer than necessary. No energy consumption baseline established per production unit.

m ROOT CAUSES

No energy monitoring system, meaning consumption is known only in aggregate from the monthly bill.
Compressed air leaks in distribution systems, which studies consistently find in 20-30% of systems. Inefficient
motors, lighting, and HVAC equipment not replaced despite high operating hours. Power factor not managed,
attracting DISCOM penalty charges. DG set operated at low load, which is significantly less efficient than
operation at 70-80% of rated capacity.

m CORRECTIVE DIRECTION

Conduct an energy audit: map consumption by machine, area, and time of day. Fix compressed air leaks —
typically recoverable at low cost with high return. Install automatic shut-offs on non-production equipment.
Address power factor with capacitor banks if DISCOM penalties are present. Establish an energy consumption
KPI per unit of production and track it monthly.

m INDICATORS

Labour cost per unit increasing despite stable wages. Operators visibly idle during production shifts due to
material shortages, machine downtime, or waiting for instructions. Overtime incurred regularly without
corresponding increase in output. Labour productivity not measured. High absenteeism disrupting planned
output.

m ROOT CAUSES

Production scheduling not aligned to material availability, creating planned labour idle time. Machine
downtime (Leak 3) creating unplanned idle time. Poor layout requiring excessive material handling that
consumes operator time without adding value. Absence of standard operating procedures, causing variation in
cycle time between operators and shifts. Workforce planning not adjusted for seasonal demand variation.

m CORRECTIVE DIRECTION

Measure output per operator per shift as a baseline. Identify the primary causes of idle time through time
observation. Synchronise production scheduling with material availability. Develop standard operating
procedures for all critical production tasks. Address layout-driven material handling waste through systematic
flow analysis.
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m INDICATORS

Raw material inventory exceeding 30 days of production requirement. Finished goods inventory accumulating
beyond the planned despatch cycle. Work-in-progress piling up at production bottlenecks. Slow-moving and
obsolete inventory not identified or written off. Warehouse space insufficient despite significant inventory
holding.

® ROOT CAUSES

Procurement driven by supplier minimum order quantities rather than production requirements, creating
systematic over-purchase. Production scheduling not aligned with customer demand, leading to build-ahead
that becomes finished goods inventory. Absence of inventory turn targets for each material and product
category. Slow-moving inventory not reviewed periodically, allowing obsolete stock to occupy space and
working capital indefinitely.

m CORRECTIVE DIRECTION

Establish maximum inventory levels for each material category based on lead time, consumption rate, and
safety stock. Align production scheduling with confirmed orders rather than forecast. Conduct a quarterly
slow-moving and obsolete inventory review with a clear disposition process. Calculate the carrying cost of
current inventory at 18-24% per annum and make it visible to the owner.

m INDICATORS

Material costs increasing faster than market prices. Single-source dependency on most critical materials.
Emergency procurement occurring regularly at premium prices. Purchase orders raised without price
comparison. Supplier invoices not reconciled against purchase orders and goods received. Vendor payments
made without quality verification.

® ROOT CAUSES

Procurement managed on relationship and convenience rather than competitive process. No approved vendor
list with documented qualification criteria. Material specifications not defined in purchase orders, giving
suppliers discretion over quality and quantity. Absence of a goods receipt and quality verification process
before payment. Emergency procurement driven by poor inventory planning (Leak 6) and poor production
scheduling.

m CORRECTIVE DIRECTION

Establish a qualified vendor register with at least two sources for every critical material. Implement a
purchase order system with defined material specifications, agreed prices, and delivery schedules. Separate
goods receipt and quality verification from payment processing. Track and report emergency procurement as a
percentage of total procurement spend monthly.
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m INDICATORS

Gross margins declining despite stable material costs. Special discounts granted fregquently without
documented justification. Price lists not updated to reflect input cost increases. High-volume customers
receiving discounts that eliminate margin on those accounts. Product-level profitability never calculated —
only overall margin tracked.

® ROOT CAUSES

Cost-to-serve not calculated at product or customer level, making it impossible to know which products and
customers are profitable. Pricing decisions made under commercial pressure without reference to actual costs.
Input cost increases not passed through in timely price revisions. Discounts given to retain volume without
testing whether the volume is profitable at the discounted price.

m CORRECTIVE DIRECTION

Calculate product-level and customer-level profitability quarterly. Establish a pricing policy that defines
minimum margins by product category and requires documented approval for exceptions. Implement a
cost-pass-through mechanism that triggers price review when key input costs move by more than a defined
threshold. Identify and exit or reprice loss-making product lines and customer accounts.

m INDICATORS

Actual cost per unit consistently higher than standard cost. Overhead costs growing as a percentage of revenue.
Fixed overheads not covered at current production volumes. Administrative and facility costs allocated to
product cost using outdated rates. Profitability appears to improve at higher volumes without any change in
operating practices.

m ROOT CAUSES
Standard cost rates not updated to reflect actual overhead levels. Production volumes below the level at which
fixed overheads are fully absorbed, increasing cost per unit. Overhead cost categories not reviewed

periodically, alowing non-essential costs to accumulate. The relationship between volume, overhead
absorption, and unit profitability not understood or monitored by management.

m CORRECTIVE DIRECTION

Update standard cost rates at least annually, or when production volumes or overhead cost structures change
materially. Calculate the overhead absorption rate at current volume and identify the volume at which full
absorption is achieved. Review all overhead cost categories annually for necessity and efficiency. Make the
volume-profitability relationship visible to the owner and production team.
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m INDICATORS

Warranty claims and customer returns increasing. Cost of quality never calculated. Internal defect costs tracked
only partially. Customer complaint resolution consuming significant management time. Repeat customer
complaints for the same quality issue. Quality-related costs treated as exceptional items rather than operating
costs.

® ROOT CAUSES

No formal Cost of Quality framework, meaning the full financial impact of poor quality is never visible.
Prevention and appraisal costs (quality systems, testing, inspection) treated as overhead to be minimised rather
than investments that reduce the far larger costs of failure. External failure costs — warranty, returns,
reputation — absorbed as administrative costs rather than attributed to product and process quality
performance.

m CORRECTIVE DIRECTION

Calculate total Cost of Quality: prevention, appraisal, internal failure, and external failure. In most small
manufacturing units, the total will be 5-10% of revenue. Shift investment from failure cost (reactive) to
prevention and appraisal cost (proactive). Every rupee invested in prevention typically saves five to ten rupees
in failure cost.

m INDICATORS

Cash flow tight despite reasonable revenue. Receivables ageing beyond agreed credit terms without systematic
follow-up. Suppliers pressing for payment while customers are extended credit. Inventory levels inconsistent
with production reguirements — too high in some categories, causing stockouts in others. Short-term
borrowing used to fund routine working capital rather than exceptional needs.

® ROOT CAUSES

Receivables management not treated as a financial discipline — collections left to relationship rather than
process. Payables managed to preserve relationships rather than optimise cash flow. Inventory management
driven by procurement convenience rather than working capital efficiency. The working capital cycle — from
payment for materials to receipt from customers — not calculated or managed as a business metric.

m CORRECTIVE DIRECTION

Calculate the working capital cycle and set a target for its reduction. Implement a receivables management
process with defined follow-up triggers and escalation steps. Negotiate payment terms with suppliersthat align
with the payment terms offered to customers. Reduce inventory to the minimum levels consistent with
production continuity. Every day of reduction in the working capital cycle releases cash that is currently
funding other people’ s businesses.
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m INDICATORS

Key operational decisions made on instinct rather than data. Production output, rejection rates, machine
downtime, and energy consumption not tracked or reported systematically. Financial reporting received
monthly rather than weekly. No production KPI dashboard reviewed by the owner. Problems identified when
they become crises rather than when they are emerging trends.

® ROOT CAUSES

No measurement system for operational KPIs, meaning the data required to manage profitability is simply not
available. Financial reporting focused on compliance rather than operational decision support. The owner or
manager spending the majority of time on operational fire-fighting rather than on reading and responding to
management information. Belief that measurement systems are appropriate only for larger organisations.

m CORRECTIVE DIRECTION

Define five to eight key operational metrics for your business. output per shift, regjection rate, machine
availability, on-time delivery, and cost per unit at minimum. Establish weekly reporting of these metrics. Build
a simple dashboard that the owner reviews every Monday morning. The information gap is the most
consequential leak of all, because it makes every other leak invisible.

The Twelve Leaks at a Glance

The Single Most Important Corrective Action

01 Yield Loss & Scrap Track rejection by cause, machine, and shift. Build a corrective action discipline.

02 Rework Cost Treat recurring rework as a process engineering problem, not a production management
problem.

03 Unplanned Machine  Implement planned preventive maintenance. Stock critical spares.
Downtime

04 Energy Waste Conduct an energy audit. Fix compressed air leaks. Manage power factor.
05 Labour Inefficiency = Measure output per operator per shift. Identify and eliminate idle time causes.

06 Inventory Carrying Set maximum inventory levels. Align production to confirmed orders, not forecasts.

Costs
07 Procurement Maintain two qualified suppliers for every critical material. Separate receipt from
Leakage payment.
08 Pricing Leakage Calculate product and customer profitability. Price to cost, not to retain volume.
09 Overhead Update standard cost rates annually. Know your break-even volume.

Absorption Failure

10 Quality Cost Calculate total Cost of Quality. Invest in prevention, not just failure response.
Underestimation

11 Working Capital Calculate your working capital cycle. Manage receivables as afinancial discipline.
Mismanagement
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12 Management Definefive to eight operational KPIs. Review them every week without exception.
Information Gap

SECTION Il m A CONSULTING ADVISORY

What this document can and cannot do for your business

The Diagnostic Is the Starting Point, Not the Solution

This document identifies the twelve leaks and gives you the indicators and corrective directions for each.
What it cannot provide — by design — is the specific, quantified diagnosis of which leaks are active in your
factory, to what degree, and in what sequence they should be addressed.

That diagnosis requires a different kind of work: time on the production floor, access to actual production
and financial data, structured observation of material flow and process behaviour, and the kind of
experienced pattern recognition that comes from having seen these leaks in many factories across many
sectors. The indicators in this document tell you where to look. The diagnostic tells you what you will find
there.

The Compounding Return on Leak Elimination

Experience shows that a small manufacturing unit that systematically identifies and addresses its top three to
five profitability leaks typically achieves gross margin improvement of three to eight percentage points
within twelve to eighteen months — without any change in revenue, pricing, or headcount. In a unit with
annual revenue of m 5 crore, that improvement is worth m 15 to m 40 lakh per year in additional profit, every
year, compounding.

The investment required to achieve this — in management attention, process discipline, and in some cases
modest capital for measurement and maintenance — is a fraction of the return. Profitability improvement
through leak elimination is, in our experience, the highest-return investment available to a small
manufacturing business. Higher than new equipment. Higher than additional revenue. Higher than
cost-cutting. Because it recovers value that is already being created but not retained.

m The Most Common Response to This Document

The most common response when a factory owner reads a document like this one is recognition: ‘yes,
that isus.” Followed, often, by the conviction that the problem is known and therefore managed. It is not.
Recognition without measurement is not management. A leak that is known about but not quantified,
assigned an owner, tracked, and verified asresolved is still leaking.

The discipline of moving from recognition to resolution — through structured measurement, specific
corrective actions, and honest review — is precisely where most small manufacturers need support. It is
also precisely where the return on that support is most clearly visible.
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How many of these twelve leaks are active in your factory today?

INFINITY works with small and medium manufacturing units to conduct structured profitability
diagnostics — identifying which leaks are present, quantifying their cost, and developing a
prioritised action plan that addresses the highest-value improvements first.

We bring the outside view that an owner operating inside their factory cannot generate for

themselves: trained observation, industry benchmarks, and the experience of having seen these
leaks — and closed them — in manufacturing units across multiple sectors.

If any of the indicators in this document describe your factory today, that
recognition is worth acting on. infinitynixai.com

INFINITY | Factory & Operations Consulting — Profitability - Quality - Efficiency - Cost
Management
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